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Students’ Department
H. P. Baumann, Editor

AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these answers appear in The Journal of Account
ancy should not cause the reader to assume that they are the official answers
of the board of examiners. They represent merely the opinions of the editor of
the Students’ Department.}
Examination in Accounting Theory and Practice—Part I
November 16, 1933, 1:30 P.M. to 6:30 P.M.
Answer problems 1, 2 and 3 and either problem 4 or problem 5.

No. 1 (30 points):
On the basis of the following information prepare:
1. A balance-sheet of all funds after closing the books at December 31,
1932.
2. A statement of the current surplus of the general fund for the year,
showing the revenue, the expenditures and other items increasing
or decreasing surplus during the year and the balance of surplus at
the end of the year.
3. A statement of income and expense of the water department for the
year.
The city of Dowell classifies its accounts under four different funds. The
balances in the accounts of those funds on January 1, 1932, and on December
31st of the same year before closing were as follows:
General fund
January 1st December 31st
Cash....................................................... $ 10,162
$ 21,215
1931 taxes receivable.................................
15,676
12,429
Accounts receivable...................................
2,325
3,545
Stores.....................................................
9,641
9,533
Permanent property.................................. 3,154,695
3,154,695
1932 taxes receivable.................................
60,838
Estimated revenue from taxes.....................
225,000
Estimated revenue from miscellaneous sources.
62,000
Appropriation expenditures for current purposes
234,398
Appropriation expenditures for capital additions
8,716
Appropriation expenditures for payment of
bonds................................................
25,000
Appropriation encumbrances (1932).............
5,842
$3,192,499
$3,823,211
Accounts payable...................................... $ 2,826
$ 5,626
Reserve for 1931 taxes...............................
10,200
10,200
Reserve for orders and contracts..................
3,286
5,842
Reserve for stores.....................................
10,000
10,000
Current surplus........................................
11,492
11,603
Bonds payable..........................................
250,000
225,000
Capital surplus......................................... 2,904,695
2,929,695
1932 tax anticipation notes payable..............
25,000
Reserve for 1932 taxes...............................
24,766
Revenue from taxes...................................
222,894
Revenue from miscellaneous sources............
64,325
Appropriations. ...............
276,000
Estimated budget surplus........ ................
11,000
Sale of old equipment............. ............... ................ ....... 1,260
$3,192,499
$3,823,211
69

The Journal of Accountancy
Water fund
January 1st December 31st
Cash....................................................... $
6,126
$
717
Accounts receivable...................................
7,645
5,573
Stores.....................................................
13,826
12,635
Investments of replacement fund.................
21,700
24,500
Permanent property..................................
212,604
214,204
Labor and material expense........................
109,638
Interest on bonds......................................
3,000
Depreciation charge..................................
10,600
Accounts of prior years written off...............
1,097
Expended for additions to plant..................
12,460
$ 261,901
$ 394,424
Accounts payable........................................$ 4,324
$ 4,318
Customers’ deposits..................................
1,500
1,600
Replacement fund reserve..........................
21,700
24,500
Operating surplus.....................................
21,773
21,773
Bonds payable..........................................
60,000
40,000
Capital surplus.........................................
152,604
154,204
Services billed..........................................
146,867
Deposits lapsed........................................
60
Interest on investments..............................
1,102
$ 261,901
$ 394,424

Assessment fund
January 1st December 31
Improvement No. 50
Cash................................................ $ 4,653
$
1,844
Assessments receivable............................
46,829
33,414
Delinquent assessments receivable............
4,826
2,010
Public benefit receivable.........................
5,632
4,516
Interest on bonds...................................
3,000
$ 61,940
$ 44,784
Bonds payable....................................... $ 60,000
$ 40,000
Surplus................................................
1,940
1,940
Interest on assessments...........................
2,844
$ 61,940
$ 44,784
Improvement No. 51
Cash................
Assessments receivable............................
Public benefit receivable.........................

January 1st December 31st
$
$

Bonds payable......................................
Surplus................................................
Interest on assessments..........................

$
$

851
21,600
2,400
24,851
24,000
390
461
24,851

January 1st December 31st

Trust funds
Investments.............................................
Premium on investments............................
Accrued interest purchased.........................
Cemetery maintenance............................
Cemetery expense..................................
Policemen's pensions paid............................
Firemen’s pensions paid... ...............
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94,425

$

97,641

99,425
800
260
849
2,976
3,200
2,400
$ 109,941
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January 1st December 31st
$ 60,000
Cemetery endowment fund reserve......... ... . $ 60,000
18,691
18,691
Policemen’s pension fund reserve...........
16,824
16,824
Firemen’s pension fund reserve..............
2,126
2,126
Cemetery maintenance fund reserve........
600
Profit on sale of investments.................
4,800
Undistributed income...........................
4,160
Policemen’s pension fund contributions . . .
2,740
Firemen’s pension fund contributions ....
$

97,641

$ 109,941

It is the practice of the city to close out the unencumbered balance of appro
priations of the general fund at the end of each year. Depreciation on the
general property of the city is not entered and accrued interest on investments
or on outstanding bonds is disregarded. Income and profit on trust fund in
vestments are distributed 62 per cent. to cemetery funds, 20 per cent. to police
men’s pension fund, 18 per cent. to firemen’s pension fund.
The cemetery maintenance fund consists of the income from the cemetery
endowment fund and is used for cemetery expense. Excess of receipts over
disbursements of pension funds are closed to the reserve accounts of the respec
tive funds at the end of each year.
Attention is directed to the following facts and conditions at the close of the
year 1932:
(1) 1931 taxes in excess of the reserve against them are to be written off.
(2) Because of the increased uncertainty of 1932 tax collections the reserve
on them is to be increased by fifty per cent.
(3) Invoices on all orders and contracts outstanding at beginning of year
have been paid with a saving of $111, which has been credited to current
surplus.
(4) The old property sold during the year was carried in the accounts at a
value of $6,000.
(5) Permanent property valued at $1,820, becoming useless, was discarded
during the year.
(6) Replacements of water-department equipment costing $6,200 were made
from the replacement fund during the year at a cost of $7,800.
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.. . ‘ ........................................................................

-----------

37,149
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$

5,573
12,635

717

9,533

23,689

Improvement

T o t a l ......................................................................................................

Investm ents ...........................................................

_

57,982
6,916
3,155,591

251,164

18,925

$

$

9 9 ,4 5 6

31

—

66,635

2,695
55,014
2,010
6,916

$ 270,089

$

T otal ................................................................ $41,784 $24,851 $
-

Trust funds:

of

$3,220,489

$

No. 50 No. 51
Cash ......................................................................... $ 1,844 $
851 $
Assessments receivable ............................
33,414
21,600
Delinquent assessments receivable ..................
2,010
Public benefit receivable ....................................
4,516
2,400

Assessment funds:

T otal .................................................................................

Permanent property and replacement fund:
Permanent property ......................................................... $226,664
Investments of replacement fund .................................
24,500

Stores ...................................................................................

Accounts receivable ........................

Cash .....................................................................................

Water fund:
Current assets:

T otal ..........................................................

Public benefits— improvements .................................
Permanent property .............................................................

Stores.

....

1932 taxes ....................................................... $60,838

Less: reserve for uncollectible taxes
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5,626
5,842
25,000
10,000
11,514

40,000
24,500
186,664

4,318
1,600
13,007

Improvement

$

$

2,930,591

$ 225,000

$

Trust funds:
Cemetery endowment fund reserve ..............................
Policemen ’s pension fund reserve .................................
F ire m e n ’s p e n sio n fu n d r e s e r v e ............................................

T otal ............................................................ $41,784 $

T o t a l ............................................................................................

6,916

57,982

$

64,000
2,635

$ 270,089

251,164

18,925

T otal .

3,155,591

$

$

9 9 425

$

$

C e m e te ry m a in te n a n c e f u n d ..............

60,000
20,519
17,945

----------------------------------------------24,851 $ 66,635

No. 50
No. 51
Bonds payable ................................................... $40,000 $ 24,000
Surplus.................................................................
1,784
851

Assessment funds:

T otal .............................................................................

Plant liabilities and surplus:
Bonds payable ................................................................
Replacement fund reserve ..........................................
Capital surplus ................................................................

’

Water fund:
Current liabilities and surplus:
Accounts payable ..........................................................
Customers deposits ......................................................
Operating surplus ..........................................................

Public benefits payable ....................................................
Plant liabilities and surplus:
Bonds payable ................................................................
Capital surplus. . . ........................................................

Liabilities and surplus
General fund:
Current liabilities and surplus:
Accounts payable .. ......................................................
Reserve for orders and contracts .............................
1932 tax anticipation notes payable ........................
Reserve for stores ...........................................................
Current surplus ...............................................................

Balance-sheet, December 31, 1932

Assets
General fund:
'
Current assets:
Cash .....................................
$ 21,215
Accounts receivable..........................................................
3,545
Taxes receivable:
1931 taxes ...................................................... $12,429
Less: reserve for uncollectible taxes .........
12,429

Solution:
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City of Dowell

Statement of the current surplus of the general fund for the period
January 1, 1932, to December 31, 1932
Current surplus, January 1, 1932...............................
$ 11,492
Add: revenue during the year:
From taxes........................................ $247,660
Less: provision for loss on the 1932 taxes
receivable..........................................
37,149 $210,511
From miscellaneous sources...............................
64,325
From sale of old equipment....................................
1,260
Savings on orders and contracts.............................
111
---------- 276,207
Total..........................................................
$287,699
Less: expenditures during the year:
For current purposes......................................... $234,398
For capital additions............................................
8,716
For payment of bonds..........................................
25,000
For reserve for orders and contracts (1932)..............
5,842 273,956
Balance.......................................................
$ 13,743
Less: uncollectible taxes, 1931 ...................................
2,229
Current surplus, December 31, 1932..........................
$ 11,514
City of Dowell

Statement of income and expense—water department for the period
January 1, 1932, to December 31, 1932
Income:
Services billed.................................................. $146,867
Deposits lapsed...................................................
60 $146,927
Expenses:
Labor and material expense................................ $109,638
Depreciation.......................................................
10,600
Accounts of prior yearswritten off..........................
1,097 121,335
Balance.......................................................
$ 25,592
Non-operating income and expense:
Interest on bonds payable.................................. $ 3,000
Interest on investments........................................
1,102
1,898
Net income—January 1, 1932, to December 31, 1932....
$ 23,694
City

of

Dowell

Statement of operating surplus—water department for the period,
January 1, 1932, to December 31, 1932
Balance, January 1, 1932....................................................... $21,773
Add: net income for the year 1932..........................................
23,694
Total........................................................................ $45,467
Deduct:

Expenditures for additions to plant......................... $12,460
Current funds used for the payment of bonds...........
20,000 32,460
Balance, December 31, 1932 ................................................... $13,007
73
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City

of

Dowell

Statement of replacement fund reserve for the period,
January 1, 1932, to December 31, 1932
Balance, January 1, 1932 .. . .,...............................................
Depreciation for the year 1932...............................................

$21,700
10,600

Total........................................................................
Cost of replacements made during the year 1932........................

$32,300
7,800

Balance, December 31, 1932...................................................

$24,500

City of Dowell

Statement of trust fund reserves for the period,
January 1, 1932, to December 31, 1932
Reserves

Cemetery Policemen’s Firemen’s
pension
pension
maintenance
fund
fund
fund
$16,824
$18,691
$2,126
Balances, January 1, 1932...............
Add:

Contributions..........................
Investment income:
Income....................... $4,800
Profit on sale of invest
ments .............
600
Total......................

4,160

2,740

868

781

$5,400

premium on invest
ments ............ $ 800
Accrued interest pur
chased ...............
260

Less:

Total. .....................

$1,060

Net income.................

$4,340

2,691

(Ratio of distribution, 62, 20,18;
amounts taken to nearest dol
lar) ...............................
Totals..........................................
$4,817
$23,719
Less: pensions paid.........................
3,200
3,825
Maintenance and expense.............
$ 992
Balances, December 31, 1932...........

74

$20,519

$20,345
2,400
$17,945
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The accrued interest purchased has been charged against current income, as
there is better reason for charging it against 1932 than against any other years;
the statement in the problem that “accrued interest on investments or on out
standing bonds is disregarded” must refer to the omission of accruals at Decem
ber 31st, and not to this item.
The premium on investments has also been charged to expense, as this seems
to be the company’s practice: although the investments account balance
($94,425) would appear to be cost rather than par, the more positive fact that
the premium on investments account had no balance at January 1st, governs.
Premium and discount on investments should properly be amortized over the
life of the investments.
On the following page appear the working papers and adjustments for the
general fund, not part of the solution, but merely submitted for purposes of
explanation.
Explanation of adjustments
(1) To increase reserve for 1931 taxes to amount of taxes uncollected.
(2) To increase reserve for 1932 taxes 50%.
(3) To set out from surplus the $111 saving on 1931 invoice payments.
(4) To write off cost of property sold during the year, by charges to capital
surplus.
(5) To write off cost of property discarded during the year.
(6) To set up 1932 additions to property.
(7) To reverse budget figures incorporated in accounts for purposes of record.
(8) To set up liability to improvement funds for public benefits:
No. 50............................................ $4,516
No. 51..........................................
2,400
Total........................................

$6,916

This item does not appear on the January 1st trial balance of the general
fund, although a similar liability existed, and should have been shown, at that
date. It can not be determined whether the indicated payment from the
general fund to improvement No. 50 in 1932 was charged to expense, or capi
talized as an addition; for this reason the item “ public benefit ” is shown separ
ately on the asset side of the balance-sheet and not added to the property
account.
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Additional provision for loss on 1931 taxes ...................................
Saving on payment of 1931 orders....................................................
Public benefits— improvements..................................... ...............
Public benefits payable ........................................................................
Current surplus, December 31, 1932 ...............................................

...

$3,823,211

$3,823,211

(8)

$325,175

2,229
6,916

(1)

(8)

(3)

11,514

2,229
111

$325,175 $287,699 $287,699

6,916

111

6,916
11,514

$3,270,067 $3,270,067

6,916

General fund — Working papers, December 31, 1932
Trial balance
December 31, 1932
Adjustments
Current surplus
Balance-sheet
Cash .......................................................................................................... $ 21,215
$ 21,215
1931 taxes receivable ............................................................................
12,429
12,429
Accounts receivable ..............................................................................
3,545
3,545
Stores ........................................................................................................
9 ,533
9,533
Permanent property .............................................................................
3 ,4 54,695
(6) $ 8,716 (4) $ 6,000
3,155,591
(5)
1,820
1932 taxes receivable ............................................................................
60,838
60,838
Estimated revenue from taxes ..........................................................
225,000
(7) 225,000
Estimated revenue from miscellaneous sources ...........................
62,000
(7) 62,000
Appropriation expenditures for current purposes .......................
234,398
$234,398
Appropriation expenditures for capital additions .......................
8,716
8,716
Appropriation expenditures for payment of bonds ............ . . . .
25,000
25,000
Appropriation encumbrances (1932) ................ —
5,842
5,842
Accounts payable ..............................................................................
$
5,626
$
5,626
Reserve for 1931 taxe s ..........................................................................
10,200
(1)
2,229
12,429
Reserve for orders and contracts ...............................................
5,842
5,842
Reserve for stores ...................................................................................
10,000
10,000
111
$ 11,492
Current surplus ...........................................................................- ..........
11,603 (3)
Bonds payable .........................................................................................
225,000
225,000
6,000 (6)
8,716
(4)
Capital surplus ........................................................................................
2,929,695 (5)
2,930,591
1,820
1932 tax anticipation notes payable .................................................
25,000
25,000
(2) 12,383
Reserve for 1932 taxes ..........................................................................
24,766
37,149
210,511
Revenue from taxes ...............................................................................
222,894 (2) 12,383
Revenue from miscellaneous sources ..................................
64,325
64,325
Appropriations........................................................................................
276,000 (7) 276,000
Estimated budget surplus ...................................................................
11,000 (7) 11,000
Sale of old equipment...........................................................................
1,260
1,260
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